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SUWARY OF ANMENDMENT

Prior to the amendnent this bill contained | anguage affecting property tax |aw
that did not affect the | aws adm nistered by the Franchise Tax Board (FTB). The
anmendnent added t he changes outlined above.

EFFECTI VE DATE

The effective dates are discussed in the each of the 13 itens |isted above.

SPECI FI C FI NDI NGS

1. Repeal Alternative Mninmum Tax Install ment Method Adjustnent for Farners.

The install ment nethod allows gain on the sale of property to be recognized as
paynents are received. Under the regular tax, dealers in personal property are
not allowed to defer the recognition of income by use of the installnent nethod
on the install nent sale of such property. For this purpose, deal er dispositions
do not include sales of any property used or produced in the trade or business of
farm ng. For alternative mninmmtax (AMI) purposes, the installnent nethod is
not available with respect to the disposition of any property that is the stock
in trade of the taxpayer or any other property of a kind which would be properly
included in the inventory of the taxpayer if held at year end, or property held
by the taxpayer primarily for sale to custoners.

Under federal law, prior to the enactnent of the TRA of 1997, no explicit
exception was provided for installnment sales of farmproperty under AMI. The TRA
of 1997 generally provided that for purposes of the AMI, farners may use the

i nstal l ment nmethod of accounting. Therefore, a farnmer using the install nment

met hod will not have an adjustnent for AMI purposes. The federal change
generally is effective for dispositions in taxable years beginning after Decenber
31, 1987, with a special rule for dispositions occurring in 1987.

California lawis in conformty with federal |law prior to the passage of the TRA
Therefore, California | aw generally does not allow the install nment nethod for
alternative m ni numtax purposes.

This bill would conform California Law to federal law as it relates to the use of
the install ment nethod by farners under AMI. Under California law, this bil
woul d provide that paynments received in taxable or incone years beginning or
after January 1, 1997 for install nent sales made in taxable or incone years

begi nni ng after Decenber, 1987 would not have an AMI adj ustnent.

2. Term nation of Suspense Accounts for Fam ly Farm ng Corporations.

Under both federal and state |law, a corporation (or a partnership with a
corporate partner) engaged in the trade or business of farm ng nust use an
accrual nmethod of accounting for such activities unless such corporation (or
partnership), for each prior taxable year beginning after Decenber 31, 1975, did
not have gross receipts exceeding $1 mllion. |If a farmcorporation is required
to change its nmethod of accounting, the section 481 adjustnment resulting from
such change is included in gross inconme ratably over a 10-year period (a section
481 adjustnent), beginning with the year of change. This rule does not apply to
a famly farm corporation
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A provision of the Revenue Act of 1987 (1987 Act) requires a famly corporation
(or a partnership with a famly corporation as a partner) to use an accrua

met hod of accounting for its farm ng business, unless for each prior taxable year
begi nning after Decenber 31, 1985, such corporation (and any predecessor
corporation) did not have gross receipts exceeding $25 mllion. A famly
corporation is one where at |east 50% of the stock of the corporation is held by
one, or in sone limted cases, two or three, famlies.

A famly farm corporation that must change to an accrual nethod of accounting as
a result of the 1987 Act provision was under prior federal |aw and current
California lawrequired to establish a suspense account in |lieu of including the
entire amount of the section 481 adjustnent in gross incone. The initial balance
of the suspense account equals the |esser of (1) the section 481 adjustnent
otherwi se required for the year of change, or (2) the section 481 adjustnent
conmputed as if the change in nethod of accounting had occurred as of the

begi nni ng of the taxable year preceding the year of change. The anount of the
suspense account was required to be included in gross inconme if the corporation
ceased to be a famly corporation. |In addition, if the gross receipts of the
corporation attributable to farm ng for any taxable year decline to an anount

bel ow the |l esser of (1) the gross receipts attributable to farm ng for the | ast
taxabl e year for which an accrual nethod of accounting was not required, or (2)
the gross receipts attributable to farmng for the nost recent taxable year for
whi ch a portion of the suspense account was required to be included in incone, a
portion of the suspense account is required to be included in gross incone.

Under federal law the TRA of 1997 repealed the ability of a famly farm
corporation to establish a suspense account when it is required to change to an
accrual nethod of accounting. Thus, under the TRA of 1997 , any famly farm
corporation required to change to an accrual nmethod of accounting will restore

t he section 481 adjustnment applicable to the change in gross incone ratably over
a 10-year period beginning with the year of change.

Additionally under federal |aw any taxpayer with an existing suspense account is
required to restore the account into incone ratably over a 20-year period
beginning in the first taxable year beginning after June 8, 1997, subject to the
requi renents (ceased to be a famly corporation) to restore such accounts nore
rapidly. The TRA of 1997 repealed the requirenment to accelerate the recovery of
suspense accounts when the gross receipts of the taxpayer decreases.

The ampunt required to be restored to incone for a taxable year pursuant to the
20-year spread period shall not exceed the net operating |loss of the corporation
for the year (in the case of a corporation with a net operating |oss) or 50% of
the net incone of the taxpayer for the year (for corporations with taxable
income). For this purpose, a net operating |oss or taxable incone is determ ned
wi thout regard to the anpbunt restored to incone under the provision. Any
reduction in the amunt required to be restored to income is taken into account
ratably over the remaining years in the 20-year period or, if applicable, after
the end of the 20-year period. Anmpunts that extend beyond the 20-year period
remai n subject to the net operating | oss and 50% of -taxabl e i ncone rules. The
net operating |loss and 50% of -t axabl e i nconme rules do not apply to restorations
of suspense accounts pursuant to present |aw.

Federal lawalso clarifies that in the case of a famly farm corporation that
elects to be an S corporation for a taxable year, the net operating |oss and 50%
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of taxable income |imtations shall be determ ned by taking into account all the
itenms of incone, gain, deduction and |oss of the corporation, regardless of
whet her such itens are separately stated under section 1366.

California lawis in full conformty with federal law as it read on January 1,
1997, as it relates to famly farm corporations being required to use the accrua
met hod of accounting and suspense accounts.

This bill would conform California [aw to federal law as it relates to use of the
accrual nmethod of accounting and fam |y farm ng corporationsfor incone years
begi nning on or after January 1, 1998.

3. Survivor Benefits of Public Safety Oficers Killed in the Line of Duty.

Under present federal and California law survivors of mlitary service personnel
(such as those killed in conmbat) are generally entitled to survivor benefits
These survivor benefits are generally exenpt fromtaxation. “Survivor” neans the
survi ving spouse or surviving dependent child of the mlitary service personnel

Under federal law the TRA of 1997 generally provided that an amobunt paid as a
survivor annuity on account of the death of a public safety officer who is killed
in the line of duty is excludable fromincone to the extent the survivor annuity
is attributable to the officer's service as a | aw enforcenent officer. The
survivor annuity nust be provided under a governnental plan to the surviving
spouse (or former spouse) of the public safety officer or to a child of the
officer. Public safety officers include | aw enforcenent officers, firefighters,
rescue squad or anbul ance crew. The exclusion does not apply with respect to the
death of a public safety officer if it is determned by the appropriate
supervising authority that (1) the death was caused by the intentional m sconduct
of the officer or by the officer's intention to bring about the death, (2) the
officer was voluntarily intoxicated at the time of death, (3) the officer was
performing his or her duties in a grossly negligent manner at the tine of death,
or (4) the actions of the individual to whom paynent is to be nmade were a
substantial contributing factor to the death of the officer. The excl usion
applies to anbunts received in taxable years beginning after Decenber 31, 1996,
with respect to individuals dying after that date.

California lawis confornmed to the federal provisions as of January 1, 1997,
relating to survivor benefits and disability paynents. Under California |aw
survivor annuity benefits paid under a governnental retirenment plan to a survivor
of a law enforcenent officer killed in the Iine of duty are generally includible
in incone except to the extent the benefits are a return of after-tax enpl oyee
contributions. Under present and prior |law, survivor benefits paid under a
governnment plan only to survivors of officers who died as a result of injuries
sustained in the line of duty are in the nature of workers' conpensation and are
general |y excludabl e from i ncone.

This bill would conformCalifornia lawto federal law as it relates to the
taxability of survivor benefits of public safety officers with the sane effective
dat e.
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4. Use of Certain Appraisals to Establish Anount of Disaster Loss.

Under existing federal |aw and state tax |aw a taxpayer may claima loss froma
di saster in an area determ ned by the President of the United States to warrant
federal assistance. The taxpayer may elect either to claimthe disaster loss in
the year the loss occurs or in the year preceding the loss. This election allows
the taxpayer to immedi ately file an amended return for the prior year. For state
purposes, this election may be made prior to passage of any state |egislation

al l owi ng special carryback treatment because California conforns to the federa

el ection.

As with casualty | osses, nonbusi ness disaster | osses not reinbursed by insurance
are deductible under state and federal tax law to the extent each | oss exceeds
$100, and total nonbusi ness disaster |osses are deductible only to the extent
that the total |oss anpbunt for the year exceeds 10% of adjusted gross incone.

To claima disaster |oss, a taxpayer must establish the anount of the loss. This
may, for exanple, be done through the use of an apprai sal

Under federal law the TRA of 1997 provides that nothing in the Internal Revenue
Code should be construed to prohibit Treasury fromissuing guidance providi ng
that an appraisal for the purpose of obtaining a federal |oan or federal |oan
guarantee as the result of a Presidentially-declared disaster nay be used to
establish the amount of a disaster loss. This federal provision applies August
5, 1997.

As stated above, California lawis the sane as federal. To claima disaster
| oss, a taxpayer mnust establish the anbunt of the loss. This nmay be done through
the use of an appraisal. There is no provision in California |aw that

specifically addresses appraisals prepared for energency federal disaster relief.
This bill would conformstate law to federal law as it relates to the use of
apprai sals prepared for federal disaster relief for establishing the amount of a
di saster loss with the sane effective date.

5. Treatnment of Livestock Sold on Account of Wather-Rel ated Conditi ons.

Under federal and state law in general, cash-nethod taxpayers report inconme in
the year it actually is received or is constructively received. However, the | aw
contains two special rules applicable to |ivestock sold because of drought
conditions. A cash-nethod taxpayer whose principal trade or business is farmng
and who is forced to sell livestock due to drought conditions may elect to

i nclude inconme fromthe sale of the livestock in the taxable year follow ng the
taxabl e year of the sale. This elective deferral of incone is available only if
the taxpayer establishes that, under the taxpayer's usual business practices, the
sal e woul d not have occurred but for drought conditions that resulted in the area
bei ng designated as eligible for federal assistance. This exception is generally
i ntended to put taxpayers that receive an unusually high anpbunt of inconme in one
year in the position they would have been in the absence of the drought. In
addition, the sale of livestock (other than poultry) that is held for draft,
breedi ng, or dairy purposes in excess of the nunber of livestock that woul d have
been sold but for drought conditions is treated as an involuntary conversion
under | RC section 1033(e). Consequently, gain fromthe sale of such |ivestock
coul d be deferred by reinvesting the proceeds of the sale in simlar property
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within a two-year period.

The federal | aw expanded, by the TRA of 1997, the special treatment for sale of
livestock on account of drought to livestock sold on account of floods and ot her
weat her related conditions. The expansion of the treatnent applies to sal es and
exchanges on or after January 1, 1997.

California lawconforns to the prior federal lawrelating to the taxable year of
i nclusion for inconme fromlivestock sold because of drought conditions.

This bill would conform California |law to federal |aw and expand the speci al
treatment for sale of |livestock on account of drought to livestock sold on
account of floods and other weather-related conditions wth the sane effective
dat e.

6. Abatenment of Interest on Underpaynents by Taxpayers in Presidentially-
Decl ared Di saster Areas.

Under federal law, in the case of a Presidentially-declared disaster, the
Secretary of the Treasury has the authority to postpone sone tax-related
deadl i nes, but has no authority to abate interest.

Under federal law the TRA of 1997 requires the Secretary of the Treasury to
abate interest for the sane period of tinme for which the Secretary of the
Treasury has provided an extension of tine to file tax returns and pay taxes (and
wai ves any penalty) for individuals |ocated in Presidentially-declared disaster
areas. The federal provision applies to disasters declared in 1997.

California | aw does not generally conformto the new federal abatenent of
interest provisions. |Instead, California | aw provides that interest may be

wai ved for any period for which the FTB determ nes that an individual or
fiduciary denonstrates inability to pay that interest solely because of extrene
financi al hardship caused by significant disability or other catastrophic
circunstance. The FTB may al so extend the time for taxpayers taxed under the

Personal Incone Tax Law to pay the tax if good cause exists.

This bill would require the FTB to abate interest for individual taxpayers

| ocated in a Presidentially-declared disaster area for the period the FTB
extended the time to file a return and pay the tax (and waive any penalty) wth
t he sane effective date.

7. Sinplified Taxation of Earnings of Pre-Need Funeral Trusts

A pre-need funeral trust is an arrangenent where an individual purchases funera
services or nerchandise froma funeral home for the benefit of a specified person
i n advance of that person's death. (The beneficiary may be either the purchaser
or another person.) The purchaser enters into a contract with the provider of
such services or nerchandi se whereby the purchaser selects the services or

mer chandi se to be provided upon the death of the beneficiary, and agrees to pay
for themin advance of the beneficiary's death. Such anmpbunts (or a portion
thereof) are held in trust during the beneficiary's lifetime and are paid to the
sell er upon the beneficiary's death.
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Under federal law prior to the passage of the TRA of 1997 and current California
| aw, pre-need funeral trusts generally were treated as grantor trusts, and the
annual incone earned by such trusts was taxed to the purchaser/grantor of the
trust. Any anount received fromthe trust by the seller (as paynent for services
or nerchandise) is includible in the gross inconme of the seller. To the extent
that pre-need funeral trusts are treated as grantor trusts, numerous individua
taxpayers were required to account for the earnings of such trusts on their tax
returns, even though the earnings with respect to any one taxpayer nmay have been
smal |

Under federal law the TRA of 1997 allows the trustee of a pre-need funeral trust
to elect special tax treatnment for such a trust, to the extent the trust would
otherwi se be treated as a grantor trust. A qualified funeral trust is defined as
one which neets the following requirenents: (1) the trust arises as the result of
a contract with a person engaged in the trade or business of providing funeral or
burial services or nerchandise; (2) the only beneficiaries of the trust are

i ndi viduals with respect to whom such services or nerchandi se are to be provided
at their death; (3) the only contributions to the trust are contributions by or
for the benefit of the trust beneficiaries; (4) the trust's only purpose is to
hol d and invest funds that will be used to nake paynments for funeral or burial
services or nerchandise for the trust beneficiaries; and (5) the trust has not
accepted contributions totaling nmore than $7,000 by or for the benefit of any

i ndi vidual. For this purpose, “contributions” include all anpunts transferred to
the trust, regardl ess of how denom nated in the contract. Contributions do not,
however, include income or gain earned with respect to property in the trust.

For purposes of applying the $7,000 Iimt, if a purchaser has nore than one
contract with a single trustee (or related trustees), all such trusts are treated
as one trust. Simlarly, if the Secretary of the Treasury determ nes that a
purchaser has entered into separate contracts with unrelated trustees to avoid
the $7,000 limt described above, the Secretary may require that such trusts be
treated as one trust. For contracts entered into after 1998, the $7,000 limt is
i ndexed annually for inflation

Under federal law the trustee's election to have this provision apply to a
qualified funeral trust is to be nade separately with respect to each purchaser's
trust. It is anticipated that the Departnment of the Treasury will issue pronpt
gui dance with respect to the sinplified reporting requirenents so that if the

el ection is made, a single annual trust return may be filed by the trustee,
separately listing the amount of income earned with respect to each purchaser

If the election is nade, the trust is not treated as a grantor trust and the
anount of tax paid with respect to each purchaser’'s trust is determned in
accordance with the incone tax rate schedul e generally applicable to estates and
trusts, but no deduction for a personal exenption is allowed. The tax on the
annual earnings of the trust is payable by the trustee. The provision is
effective for taxable years ending after August 5, 1997.

As under prior federal and current state |aw anmounts received fromthe trust by
the seller are treated as paynents for services and nerchandi se and are
includible in the gross incone of the seller. No gain or loss is recognized to
the purchaser of the trust for paynents fromthe trust to the purchaser upon
cancel lation of the contract, and the purchaser takes a carryover basis in any
assets received fromthe trust upon cancell ation
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California confornms to federal law as it relates to pre-need funeral trusts prior
to the passage of the TRA of 1997.

This bill would conformCalifornia aw to TRA of 1997 federal changes to pre-need
funeral trusts with the sane effective date.

8. Smml| Business Stock (Rollover of Gain)

The Revenue Reconciliation Act of 1993 provided individuals a 50% exclusion for
the sale of certain small business stock acquired at original issuance and held
for at |least five years. One-half of the excluded gain is a m ninumtax
preference item The anmount of gain eligible for the 50% excl usion by an

i ndi vidual with respect to any corporation is the greater of (1) 10 tinmes the

t axpayer's basis in the stock or (2) $10 million. |In order to qualify as a snal
busi ness, when the stock is issued, the gross assets of the corporation may not
exceed $50 mllion. The corporation also nust neet an active trade or business

requi renent .

New federal |lawallows an individual to rollover gain fromthe sale or exchange
of qualified small business stock held nore than six nonths where the taxpayer
uses the proceeds to purchase other qualified small business stock within 60 days
of the sale. For purposes of the rollover provision, the replacenent stock nust
meet the active business requirenment for the six-nmonth period follow ng the
purchase. Generally, the holding period of the replacenment stock will include

t he hol di ng period of the stock sold, except for purposes of determ ning whether
the repl acement stock was held for the required six-nmonth holding period is net.
The new | aw applies to sales after August 5, 1997.

California lawconforns to the federal exclusion of 50%of the gain fromthe sale
of small business stock with nodifications. |In addition to the federa

requi renents, for California purposes the corporation nust be doing business in
California throughout the five year period and 80% of its payroll nust be
attributable to enploynent located in California. California has not confornmed
to the rollover provision.

This bill would conform California law with the federal |aw small business stock
roll over provisions only with respect to the rollover of qualified California
smal | busi ness stock using the same effective date.

9. Modi fications of Rules for Real Estate |Investnent Trusts.

Under federal and state law in general, real estate investnent trust (REIT) is
an entity that receives nost of its inconme from passive real estate related

i nvestnments and that receives conduit treatnent for incone tax purposes with
respect to anmounts that are distributed to shareholders. |If an entity neets the
qualifications for REIT status, the portion of its inconme that is distributed to
the investors each year generally is taxed to the investors w thout being
subjected to a tax at the REIT level; the REIT generally is subject to a
corporate tax only on the inconme that it retains and on certain inconme from
property that qualifies as foreclosure property.

Under federal law prior to the enactnent of the TRA of 1997 and current
California |law the foll ow ng applies:
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Election to be treated as a REIT - To qualify as a REIT and thereby receive
conduit treatment, an entity nust elect REIT status. A newy-electing entity
general |y cannot have earnings and profits accunmul ated fromany year in which the
entity was in existence and not treated as a REIT. To satisfy this requirenent,
the entity nmust distribute, during its first REIT taxabl e year, any earnings and
profits that were accunulated in non-REIT years. For this purpose, distributions
by the entity generally are treated as being nade fromthe nost recently

accurul ated earnings and profits.

Taxation of REITS Overview - In general, if an entity qualifies as a REIT by
satisfying the various requirenents described below, the entity is taxable as a
corporation on its “real estate investnment trust taxable inconme” (REITTI) and
also is taxable on certain other anounts. REITTI is the taxable income of the
REIT with certain adjustnments. The nost significant adjustnment is a deduction
for dividends paid. The allowance of this deduction is the mechani sm by which
the REIT becones a conduit for income tax purposes.

Capital Gains - A REIT that has a net capital gain for a taxable year generally
is subject to tax on such capital gain under the capital gains tax regine
generally applicable to corporations. However, a REIT may dimnish or elimnate
its tax liability attributable to such capital gain by paying a “capital gain
dividend” to its shareholders. A capital gain dividend is any dividend or part
of a dividend that is designated by the payor REIT as a capital gain dividend in
a witten notice mailed to sharehol ders. Sharehol ders who receive capital gain
di vidends treat the anmount of such dividends as |long-termcapital gain regardl ess
of the holding period of their stock.

A regul ated i nvestnment conpany (RIC), but not a REIT, may elect to retain and pay
i ncome tax on net long-termcapital gains it received during the tax year. If a
RI C makes this election, the RI C shareholders nust include in their income as

| ong-term capital gains their proportionate share of these undistributed | ong-
termcapital gains as designated by the RIC. The shareholder is deened to have
pai d the sharehol der's share of the tax, which can be credited or refunded to the
sharehol der. Also, the basis of the shareholder's shares is increased by the
amount of the undistributed | ong-termcapital gains (less the amount of capital
gains tax paid by the RIC) included in the shareholder's |long-term capital gains.

I ncone from Forecl osure Property - In addition to tax on its REITTI, under
federal law a REIT is subject to tax at the highest rate of tax paid by
corporations on its net inconme fromforeclosure property. California does not
conformto this provision. Net income fromforeclosure property is the excess of
the sum of gains fromforeclosure property that is held for sale to custoners in
the ordinary course of a trade or business and gross inconme fromforeclosure
property (other than inconme that otherw se would qualify under the 75% i ncone
test described below) over all allowable deductions directly connected with the
production of such incone.

Forecl osure property is any real property or personal property incident to such
real property that is acquired by a REIT as a result of default or imm nent
default on a | ease of such property or indebtedness secured by such property,
provi ded that (unless acquired as foreclosure property) such property was not
held by the REIT for sale to custonmers. A property generally may be treated as
forecl osure property for a period of two years after the date the property is
acquired by the REIT. The IRS may grant extensions of the period for treating
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the property as foreclosure property if the REIT establishes that an extension of
the grace period is necessary for the orderly liquidation of the REIT s interest
in the property. The grace period cannot be extended beyond six years fromthe
date the property is acquired by the REIT.

Property will cease to be treated as foreclosure property if, after 90 days after
the date of acquisition, the REIT operates the foreclosure property in a trade or
busi ness ot her than through an i ndependent contractor fromwhomthe REIT does not
derive or receive any incone.

I ncone or Loss from Prohibited Transactions - In general, a REIT nust derive its
i ncome from passive sources and not engage in any active trade or business.
Accordingly, in addition to the tax on its REITTI and for federal purposes, on
its net income fromforeclosure property, a 100%tax is inposed on the net incone
of a REIT from “prohibited transactions”. California does not conformto this
100% prohi bited transaction tax provision. A prohibited transaction is the sale
or other disposition of property described in section 1221(1) of the Internal
Revenue Code (property held for sale in the ordinary course of a trade or

busi ness) other than foreclosure property. Thus, the 100% tax on prohibited
transactions helps to ensure that the REIT is a passive entity and nay not engage
in ordinary retailing activities such as sales to customers of condom niumunits
or subdivided lots in a devel opnent project. A safe harbor is provided for
certain sales that otherwi se m ght be considered prohibited transactions. The
safe harbor is limted to seven or fewer sales a year or, alternatively, any
nunber of sales provided that the aggregate adjusted basis of the property sold
does not exceed 10% of the aggregate basis of all the REIT' s assets at the

begi nning of the REIT' s taxable year.

Requirenents for REIT status - A REIT nust satisfy four tests on a year-by-year
basi s: organi zational structure, source of incone, nature of assets, and
distribution of income. These tests are intended to allow conduit treatnment in
ci rcunstances in which a corporate tax otherw se would be inposed, only if there
really is a pooling of investnent arrangenent that is evidenced by its

organi zational structure, if its investnents are basically in real estate assets,
and if its income is passive incone fromreal estate investnent, as contrasted
with income fromthe operation of a business involving real estate. |In addition,
substantially all of the entity's incone nust be passed through to its

sharehol ders on a current basis.

Organi zational Structure - To qualify as a REIT, an entity nust be for its entire
taxabl e year a corporation or an unincorporated trust or association that would
be taxable as a donestic corporation but for the REIT provisions, and nmust be
managed by one or nore trustees. The beneficial ownership of the entity nust be
evi denced by transferable shares or certificates of ownership. Except for the
first taxable year for which an entity elects to be a REIT, the benefici al
ownership of the entity nust be held by 100 or nore persons, and the entity my
not be so closely held by individuals that it would be treated as a personal
hol di ng conpany if all its adjusted gross income constituted personal hol ding
conmpany income. A REIT is disqualified for any year in which it does not conply
with regulations to ascertain the actual ownership of the REIT s outstandi ng
shares. Treasury regulations require that the entity request information from
certain sharehol ders regarding shares directly or indirectly owed by them
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I ncone Requirenments Overview - In order for an entity to qualify as a REIT, at

| east 95% of its gross inconme generally must be derived fromcertain passive
sources (the “95%test”). In addition, at |least 75% of its income generally mnust

be fromcertain real estate sources (the “"75%test”), including rents fromrea
property.

In addition, less than 30% of the entity's gross incone may be derived from gain
fromthe sale or other disposition of stock or securities held for |ess than one
year, real property held less than four years (other than forecl osure property,
or property subject to an involuntary conversion), and property that is sold or
di sposed of in a prohibited transaction.

Definition of Rents from Real Property - For purposes of the income requirenents,
rents fromreal property generally include: (1) rents frominterests in rea
property; (2) charges for services customarily rendered or furnished in
connection with the rental of real property, whether or not such charges are
separately stated; and (3) rent attributable to personal property that is |eased
under or in connection with a | ease of real property, but only if the rent
attributable to such personal property does not exceed 15% of the total rent for
the year under the | ease.

Services provided to tenants are regarded as customary if, in the geographic
mar ket within which the building is |ocated, tenants in buildings of a simlar
class (for exanple, |uxury apartment buildings) are customarily provided with the
service. The furnishing of water, heat, light, and air conditioning; the

cl eaning of wi ndows, public entrances, exits, and | obbies; the performance of
general maintenance and of janitorial and cleaning services; the collection of
trash; the furnishing of elevator services, tel ephone answering services,

i nci dental storage space, |aundry equi pnent, watchman or guard service, parking
facilities and swinmm ng pool facilities are exanples of services customarily
furnished to tenants of a particular class of buildings in mny geographica

mar keti ng areas.

Excl usion of Rents from Rel ated Tenants - Ampunts are not treated as qualified
rent if they are received fromcorporate or noncorporate tenants in which the
REIT, directly or indirectly, has an ownership interest of 10% or nore.

Excl usi on of Rents Were Services to Tenants Are Perforned by Rel ated Contractors
- Where a REIT furnishes or renders services to the tenants, anpunts received or
accrued with respect to such property generally are not treated as qualifying
rents unl ess the services are furnished through an i ndependent contractor. A
REIT may furnish or render a service directly, however, if the service would not
generate unrel ated business taxable inconme, if provided by certain state coll eges
and universities. |In general, an independent contractor is a person: (1) who
does not own nore than a 35%interest in the REIT, (2) who is not owned 35% or
greater by the REIT or, (3) who is not owned 35% or greater by persons who own
35% of the REIT.

Constructive Owership Rules Involving Corporations - For purposes of determ ning
the REIT s ownership interest in a tenant and whether a contractor is

i ndependent, certain attribution rules apply. |If 10 or nore percent of a REIT or
ot her corporation is owned, directly or indirectly, by or for a person, that
person is treated as owning that person's proportionate share of any stock owned
directly or indirectly by that corporation.
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Constructive Owmership Rules Involving Partnerships - Stock owned, directly or
indirectly, by or for a partnership is considered owned proportionately by its
partners. |In addition, stock owned, directly or indirectly, by or for a partner

i s considered owned by the partnership. However, stock constructively owned by a
partnership is not considered as owned for purposes of being constructively owned
by partners.

Constructive Owership of Contracts - If a person providing services to tenants
of the REIT owms a greater-than-35%interest in the REIT, or if another person
owns a greater-than-35% interest in both the REIT and a person providing

servi ces, amounts received or accrued by the REIT with respect to the property
are not qualifying rents because the service provider does not qualify as an

i ndependent contractor

Hedgi ng Instruments - Interest rate swaps or cap agreenents that protect a REIT
frominterest rate fluctuations on variable rate debt incurred to acquire or
carry real property are treated as securities under the 30%test, and paynents
under these agreenments are treated as qualifying under the 95%test.

Treatment of Shared Appreciation Mrtgages - For purposes of the income

requi renents for qualification as a REIT, and for purposes of the prohibited
transacti on provisions, any inconme derived froma “shared appreciation provision”
is treated as gain recognized on the sale of the “secured property.” For these
pur poses, a shared appreciation provision is any provision that is in connection
with an obligation held by the REIT and secured by an interest in real property,
whi ch provision entitles the REIT to receive a specified portion of any gain
realized on the sale or exchange of such real property (or of any gain that would
be realized if the property were sold on a specified date). Secured property for
t hese purposes neans the real property that secures the obligation that has the
shared appreciation provision.

In addition, for purposes of the income requirenents for qualification as a REIT,
and for purposes of the prohibited transaction provisions, the REIT is treated as
hol di ng the secured property for the period during which it held the shared
appreciation provision (or, if shorter, the period during which the secured
property was held by the person holding such property), and the secured property
is treated as inventory property held for sale if it is such property in the
hands of the obligor on the obligation to which the shared appreciation provision
relates (or if it would be such property if held by the REIT).

For purposes of the prohibited transaction safe harbor, the REIT is treated as
having sold the secured property at the time that it recogni zes i ncone on account
of the shared appreciation provision, and any expenditures made by the hol der of
the secured property are treated as nmade by the REIT.

Asset Requirenents - To satisfy the asset requirenents to qualify for treatnent
as a REIT, at the close of each quarter of its taxable year, an entity nust have
at |least 75% of the value of its assets invested in real estate assets, cash and
cash itenms, and governnent securities. Mreover, not nore than 25% of the val ue
of the entity's assets can be invested in securities of any one issuer (other

t han governnment securities and other securities described in the preceding
sentence). Further, these securities may not conprise nore than 5% of the
entity's assets or nore than 10% of the outstanding voting securities of such
issuer. The termreal estate assets is defined to nean real property (including
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interests in real property and nortgages on real property) and interests in
REI Ts.

REIT Subsidiaries - Al the assets, liabilities, and itens of incone, deduction
and credit of a “qualified REIT subsidiary” are treated as the assets,
liabilities, and respective itens of the REIT that owns the stock of the
qualified REIT subsidiary. A subsidiary of a REIT is a qualified REIT subsidiary
if and only if 100% of the subsidiary's stock is owned by the REIT at all tines
that the subsidiary is in existence. |If at any tine the REIT ceases to own 100%
of the stock of the subsidiary, or if the REIT ceases to qualify for (or revokes
an election of) REIT status, such subsidiary is treated as a new corporation that
acquired all of its assets in exchange for its stock (and assunption of
liabilities) immediately before the time that the REIT ceased to own 100% of the
subsi diary's stock, or ceased to be a REIT as the case may be.

Distribution Requirenments - To satisfy the distribution requirement, a REIT nust
distribute as dividends to its sharehol ders during the taxable year an amount
equal to or exceeding (i) the sumof 95%of its REITTI other than net capita

gain income and 95% of the excess of its net income fromforeclosure property
over the tax inposed on that inconme mnus (ii) certain excess noncash incone.
Excess noncash itens include (1) the excess of the amounts that the REIT is
required to include in income with respect to certain rental agreenents involving
deferred rents, over the anmbunts that the REIT otherw se woul d recogni ze under
its regular nmethod of accounting, (2) in the case of a REIT using the cash nethod
of accounting, the excess of the anmount of original issue discount and coupon
interest that the REIT is required to take into account with respect to certain

| oans which the issue price is determ ned under the Internal Revenue Code’ s sale
| easeback provisions, over the ampbunt of noney and fair nmarket val ue of other
property received with respect to the loan, and (3) incone arising fromthe

di sposition of a real estate asset in certain transactions that failed to qualify
as |ike-kind exchanges under section 1031.

The TRA of 1997 made nodifications to federal lawrelating to the genera
requirenents for qualification as a REIT, the taxation of a REIT, the income
requirenents for qualification as a REIT, and certain other provisions. The
changes are effective for taxable years beginning after August 5, 1997.

Clarification of Limtation on Maxi mum Nunber of Sharehol ders and Penalties for
Failure to Determ ne Omership - The TRA of 1997 replaces the rul e that
disqualifies a REIT for any year in which the REIT failed to conply with Treasury
regul ations to ascertain its ownership with an internediate penalty for failing
to do so. The penalty is $25,000 ($50,000 for intentional violations) for any
year in which the REIT did not conply with the ownership regulations. The REIT
al so is required, when requested by the IRS, to send curative demand | etters.

In addition, a REIT that conplied with the Treasury regul ations for ascertaining
its ownership, and which did not know, or have reason to know, that it was so
closely held as to be classified as a personal hol ding conpany, is treated as
meeting the requirenment that it not be a personal hol di ng conpany.

De Mnims Rule for Tenant Services Incone - The TRA of 1997 permts a REIT to

render a de mnims amunt of inpermssible services to tenants, or in connection
with the managenent of property, and still treat amounts received with respect to
that property as rent. The value of the inperm ssible services may not exceed 1%



Senate Bill 519 (Lockyer)
As Anended 2-6-98
Page 14

of the gross inconme fromthe property. For these purposes, the services nay not
be valued at | ess than 150% of the REIT s direct cost of the services.

25% Attribution for Partners - The TRA of 1997 nodified the application of the
rule attributing ownership frompartners to partnerships for purposes of defining
non-qualifying rent fromrel ated persons, so that attribution occurs only when a
partner owns, directly or indirectly, a 25% or greater interest in the
partnership. Thus, a REIT and a tenant will not be treated as related (and,
therefore, rents paid by the tenant to the REIT will not be treated as non-
qualifying rents) if the REIT' s shares are owned by a partnership and a partner
owni ng, directly or indirectly, a less-than-25%interest in that partnership also
owns an interest in the tenant. The related tenant rule also wll not be

vi ol ated where owners of the REIT and owners of the tenant are partners in a
partnership and either the owners of the REIT or the owners of the tenant are,
directly or indirectly, |ess-than-25% partners in the partnership.

In addition, the TRA of 1997 extends, to the definition of an independent
contractor, the nodification to the attribution to partnerships so that
attribution occurs only when a partner owns a 25% or greater interest in the

partnership. Thus, a person providing services will not fail to be an
i ndependent contractor (and, therefore, anpunts received or accrued by the REIT
with respect to the property will not be treated as non-qualifying rents) where

the REIT s shares are owned by a partnership and a partner owning, directly or
indirectly, a less-than-25%interest in the partnership also owns an interest in
a contractor. Simlarly, a contractor will not fail to be an independent
contractor where owners of the REIT and owners of the contractor are partners in
a partnership and either the owners of the REIT or owners of the tenant are,
directly or indirectly, |ess-than-25% partners in the partnership.

Credit Retained Capital Gains Tax Paid - The TRA of 1997 permts a REIT to el ect
to retain and pay inconme tax on net long-termcapital gains it received during
the tax year, just as a RICis permtted to do. Thus, if a REIT nade this

el ection, the REIT sharehol ders would include in their inconme as |ong-term
capital gains their proportionate share of the undistributed |ong-term capital
gains as designated by the REIT. The sharehol der woul d al so be deened to have
pai d the shareholder's share of the tax paid by the REIT, which would be credited
or refunded to the shareholder. Also, the basis of the sharehol der's shares
woul d be increased by the ampbunt of the undistributed |ong-term capital gains

(l ess the anpbunt of capital gains tax paid by the REIT) included in the

shar ehol der's | ong-term capital gains.

30% Gross Test Repealed - The TRA of 1997 repealed the rule that requires |ess
than 30% of a REIT s gross incone be derived fromgain fromthe sale or other

di sposition of stock or securities held for |less than one year, certain real
property held less than four years, and property that is sold or disposed of in a
prohi bited transacti on.

Ordering Rules for Earnings and Profits Distribution - The TRA of 1997 changes
the ordering rule for purposes of the requirenent that newl y-el ecting REITs
distribute earnings and profits that were accunul ated in non-REI T years.

Di stributions of accunul ated earnings and profits generally are treated as nade
fromthe entity's earliest accunul ated earnings and profits, rather than the nost
recently accunul ated earnings and profits. These distributions are not treated
as distributions for purposes of calculating the dividends paid deducti on.
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Grace Period for Foreclosure Property Extended - The TRA of 1997 | engt hened the
original grace period for foreclosure property until the last day of the third
full taxable year followi ng the election. The grace period also could be
extended for an additional three years by filing a request with the IRS. A REIT
could revoke an election to treat property as forecl osure property for any
taxabl e year by filing a revocation on or before the due date for filing its tax
return.

In addition, the TRA of 1997 confornmed the definition of independent contractor
for purposes of the foreclosure property rule to the definition of independent
contractor for purposes of the general rules.

Paynments for Hedging Treated as Qualifying Incone - The TRA of 1997 treats incone
fromall hedges that reduce the interest rate risk of REIT liabilities, not just
frominterest rate swaps and caps, as qualifying income under the 95%test.

Thus, paynments to a REIT under an interest rate swap, cap agreenent, option
futures contract, forward rate agreenent or any simlar financial instrunent
entered into by the REIT to hedge its indebtedness incurred or to be incurred
(and any gain fromthe sale or other disposition of these instrunents) are
treated as qualifying income for purposes of the 95%test.

Definition of Excess Noncash Income Expanded - The TRA of 1997: (1) expanded the
cl ass of excess noncash itens that are not subject to the distribution

requi renent to include inconme fromthe cancellation of indebtedness and (2)
extended the treatnent of original issue discount and coupon interest as excess
noncash itens to REITs that use an accrual nethod of taxation.

I nvol untary Conversions Ignored for Prohibited Sales - The TRA of 1997 excl udes
fromthe prohibited sales rules property that was involuntarily converted.

Shared Appreciation Carified, Bankruptcy Safe Harbor Added - The TRA of 1997
provi des that interest received on a shared appreciation nortgage i s not subject
to the tax on prohibited transactions where the property subject to the nortgage
is sold within four years of the REIT s acquisition of the nortgage pursuant to a
bankruptcy plan of the nortgagor unless, when the REIT acquired the nortgage, and
the REIT knew, or had reason to know, that the property subject to the nortgage
woul d be sold in a bankruptcy proceedi ng.

Qualified REIT Subsidiary Definition Mddified - The TRA of 1997 permts any
corporation wholly-owned by a REIT to be treated as a qualified subsidiary,
regardl ess of whether the corporation had al ways been owned by the REIT. Were
the REIT acquired an exi sting corporation, any such corporation is treated as
being liquidated as of the tinme of acquisition by the REIT and then
reincorporated (thus, any of the subsidiary's pre-REIT built-in gain would be
subject to tax under the normal rules). |In addition, any pre-REI T earnings and
profits of the subsidiary nust be distributed before the end of the REIT s

t axabl e year

California lawconforns to the federal treatnent of REITs prior to the passage of
the TRAwith the foll ow ng nodifications:
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REI T taxabl e i ncone does
not include a deduction for dividends received fromcertain corporations,

not include a deduction for the tax inposed for not neeting the 95% or 75%
i ncone test,

i nclude inconme from forecl osure property,
i ncl ude i nconme from prohibited transactions,
i ncl ude net capital gain incone.

Taxes on “incone from forecl osed property, “incone of a prohibitive
transaction”, “alternative tax on capital gains” and failure to neet the 95% or
75% i ncone test do not apply.

A REIT is subject to the corporate mnimumtax (currently $800).

This bill would conform California to changes nmade to federal |aw by the TRA of
1997 as they affect REITs with sane effective dates.

10. Repeal of 30% G oss Inconme Test for Regul ated |Investnent Conpanies.

To qualify as a regul ated i nvestnent conmpany (RIC), a conpany mnust derive |ess
than 30% of its gross incone fromthe sale or other disposition of certain

i nvestnments (including stock, securities, options and forward contracts) held for
| ess than three nonths (the “30%test” or “short-short rule”).

Under federal lawthe TRA of 1997 repealed the 30%test (or short-short rule).
The provision is repeal ed effective for taxable years begi nning after August 5,
1997.

California lawconforns to the federal treatnent of RICs with certain
nmodi fications. The 30%test or “short-short rule” applies to California | aw

This bill would repeal the 30%test for California purposes with the sane
effective date as federal

11. Qualified Subchapter S Subsidiary Tax Subject to Estimted Tax Paynents.

Under federal and state law effective for income years beginning on or after
January 1, 1997, S corporations are allowed to own subsidiaries. The S
corporation cannot file a consolidated return for federal purposes or a conbi ned
report for state purposes wth its subsidiary. However, if the S corporation
owns 100% of the subsidiary, the S corporation may elect to treat the subsidiary
as a “qualified subchapter S subsidiary” (QSSS). A @SS is not treated as a
separate corporation for tax purposes and all the assets, liabilities and itens
of i ncone, deduction and credit treated as the assets, liabilities and itens of

i ncone, deduction and credit of the (parent) S corporation

Under California law a QSSS is subject to a $800 tax assessed annually. The
annual tax is assessed on the QSSS but is also the liability of the S
corporation. The annual tax is due and payable on the 18" day of the fourth
month of the S corporation’s incone year, the sanme day the S corporation’s first
estimated tax paynment installnent is due. The QSSS annual tax is subject to the
failure to pay tax (by due date) penalty and interest. However, the QSSS is not
required to file a return. Consequentially, the FTB woul d be unable to determn ne
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if an S corporation should have paid the QSSS annual tax on the 13" day of the
fourth month of its income year until the S corporation filed its tax return
(possibly as late as 18 nonths | ater).

Additionally, present California | aw does not address the possibility of a S
corporation acquiring an QSSS after the 15" day of the fourth nonth of the S
corporation’s incone year.

This bill would nodify the QSSS tax to nmake it due and payabl e (and subject to

t he sane kinds of penalties) as the mnimnumtax of the S corporation, with

nodi fications to reflect that there could be nore than one QSSS tax owed by a
single S corporation ower and that the election for QSSS treatnent can occur at
any tinme during the year. Basically, this bill would make the QSSS tax due when
the S corporation’s tax return is due, but the tax would be subject to the
estimated tax rules and woul d be payable when the first estimated tax paynent of
the S corporation is due. |If the QSSS was acquired during the incone year, the
QSSS tax would be due with the first estimated tax paynent of the S corporation
after the date of the QSSS election. Under this scenario, a S corporation paying
the QSSS tax with the return would only be subject to the estimated tax penalty
(which is conputed like interest) and not the failure to pay tax (by the due
date) penalty and interest.

12. 1997 Cean Up Provisions.

This bill would make numerous technical, clarifying and cl ean-up changes needed
as a result of legislation enacted during 1997.

a. Reinstate portions of AB 1217 (Stats. 1997, Ch. 602) that were chaptered
out by SB 1106 (Stats. 1997, Ch. 604) and SB 1234 (Stats. 1997, Ch. 608).
The anmendments to Sections 17039 and 23036 woul d reinstate targeted tax
area credits to the list of credits that can reduce regul ar tax bel ow
tentative mninumtax for taxable or income years beginning on or after
January 1, 1998. The anendnents to Sections 17276.2 and 24416. 2 woul d
reinstate the targeted tax area net operating |oss provisions for taxable
or inconme years beginning on or after January 1, 1998.

b. Reinstate changes made by SB 1106 and SB 455 that were chaptered out by
SB 1233 (Stats. 1997, Ch. 612).

The amendnent to add subparagraphs (B), (C) and (D) of paragraph (4) of
Section 17062 would reinstate the definitions of “aggregate gross
receipts, less returns and al |l owances,” “gross receipts |less returns and
al | omances” and “proportionate interest.” These itens were enacted for
1997 by SB 1106 and SB 455 to clarify the definition of “qualified

t axpayer” that was enacted by SB 38 (Stats. 1996, Ch. 954). SB 1233
“chaptered out” the definitions beginning in 1998. Therefore this bil
woul d reinstate the definitions for taxable and inconme years begi nning on
or after January 1, 1998.

The anmendnment to add paragraph (3) of subdivision (c) of Section 17062
woul d reinstate the adjustnment itemfor the difference between the
stock’s fair market value when it was purchased and the option price for
California Qualified Stock Options. This provision was originally
enacted by AB 3194 (Stats. 1996, Ch. 951) but was “chaptered out” by
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SB 38. SB 1106 and SB 455 re-enacted the provisions for 1997, but
SB 1233 chaptered it out for 1998.

Repeal duplicate sections enacted by both SB5 (Stats. 1997, Ch. 610), in
st and- al one | anguage, and SB 455, in date change | anguage. This bil
woul d repeal Sections 17731.5, 19365, 23800.5, 23813 and 24954 that were
enacted by SB 5.

Rei nstate a provision of SB5 chaptered out by SB 1233. This bill would
anmend Section 18510 to reinstate the filing requirenent for taxpayers
whose only incone is fromthe excludible gain on the sale of a persona
resi dence for 1997. This requirenent is in the law for 1998.

Rei nstate a provision of SB 455 chaptered out by SB 1233. This bil
woul d anmend Section 19184 to reinstate the penalty for failure to file
medi cal savi ngs account (MSA) reports for 1997. This penalty is in the
law for 1998.

Renpbves an AMI exenption for merchant marine capital construction
accounts inadvertently not renoved by SB 455, which conforned California
law to the federal treatnent of merchant marine capital construction
accounts.

Correct errors in Section 17062 relating to married filing separate
exenption and phase-out anpunts in the alternative mnimumtax (AM)
provisions. SB 1233 added these amounts to Section 17062. SB 1233 used
the amounts published in the department’s Alternative M ninmum Tax Report.
However, the Alternative M ninmum Tax Report contained typographica
errors. The married filing separate exenption anount shoul d be $28, 630
and the phase-out anobunt shoul d be $107, 362 instead of $28,360 and

$117, 362, respectively. Married filing separate anobunts are nornally
one-half of married filing joint anounts.

Correct an incorrect reference in Section 19280. The reference to
Section 18401 should be a reference to Section 17001

Del ete an obsol ete reference to Section 23184 from Secti on 23802.
AB 1040 (Stats. 1997, Ch. 605) repeal ed Section 23184 since it was
obsol et e.

Correct an incorrect reference in Section 24918. The reference to
Section 13226 of Public Law 103-66 should be a reference to Section 13150
of that public |aw

Clarify that for purposes of the definition of “qualifying dividends” in
Section 24411, the term “corporation” would include banks only for incone
years beginning on or after January 1, 1998. This resolves the

di screpancy between Act Sections 110 and 112 of AB1040. Act Section 110
provi ded that the amendnents made to Section 24411 by AB 1040 applied
fromthe original effective date of the act adding Section 24411 to the
Revenue and Taxation Code. However, Action Section 112 provided that the
amendnents to Section 24411 woul d apply to i ncome years begi nning on or
after January 1, 1998.
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. Carify that the duplicate zone sections repeal ed by SB200 were repeal ed
on January 1, 1997. SB 965 and SB 200 both repeal ed duplicate zone
sections. SB 965 repeal ed the sections as of January 1, 1997, the date
they were originally enacted. SB 200, which was enacted | ast, did not
specify a repeal date and thus the repeal becanme operative on January 1,
1998 (the operative date of SB 965).

m Carify that SB 455 repeal ed the Section 17267 relating to Medica
Savi ngs Accounts (MSAs). There were two Sections 17267 enacted during
1996; one relating to zones (AB 296, Stats. 1996, Ch. 953) and the other
relating to MSAs (SB 38, Stats. 1996, Ch. 954). SB965 repeal ed the
version enacted by AB 296, relating to zones (the act specifies as
enacted by AB 296). SB 455 did not specify that it was repealing Section
17267 as enacted by SB 38; however, SB 455 as amended May 1, 1997, struck
out the text of Section 17267 relating to MSAs.

13. Waiver of estimted tax penalty.

This bill would waive additions to tax imnmposed for any underpaynents of tax or
estimated tax for any period before April 15, 1998, with respect to any

under paynent for the 1997 or 1998 taxable or incone year to the extent the
under paynment was created or increased by any provision of this bill.

| npl ement ati on Consi derati ons

I npl ementing this bill would not significantly inpact the departnent’s
prograns and operation.

Techni cal Consi derati ons

The bill contains several technical issues that involve witing styles and
operative dates. The author’s office has been advised of the issues and are
prepari ng anendments.

FI SCAL | MPACT

Departnmental Costs

The provisions of this bill would not significantly inpact the department’s
costs.
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Tax Revenue Esti mate

The inmpact fromthe provisions of this bill is estimted as foll ows:
Ef fective I nconme/ Taxabl e Years After January 1, 1998
Assuned Enactnent After June 30, 1998
Personal Incone Tax |Bank & Corporation Tax
(in mllions) (in mllions)

Provi si on 1998-9|1999-0 | 2000-1 | 1998-9 | 1999- 0 | 2000- 1
AMI & Farm Install.Sales | ($1) ($1) ($1) ($1) ($1) ($1)
Fam Farm Suspense Accts --- --- --- $1 $1 $1
Pub. O ficers Surv. Ben. al al al --- --- ---
Di saster Losses al al al al al al
Li vestock due to Weat her al al al al al al
Abate Int.-Disaster Areas al al al al al al
Funeral Trusts b/ b/ b/ --- --- ---
Sm Bus. St ock( Rol | over) (%$2) ($4) ($5) --- --- ---
Modi fy Rules for REITS --- --- --- c/ c/ c/
Repeal 30% I nc. Test d/ d/ d/ d/ d/ d/
Total s ($3) ($5) ($6) $0 $0 $0

a/ Negligible loss less than $250, 000
b/ Negligible gain | ess than $250, 000
c/ Mnor loss |less than $500, 000

d/  Unknown minor net gain or loss depending on relative tax rates of entity vs.
shar ehol ders.

The 1997 cl ean-up provisions outlined in item 12 above have no revenue inpact.

The provisions are either technical in nature or have been accounted for in a
anal ysis of an enacted bill.

Revenue i npacts above were based on federal projections for these provisions in
H R 2014 in conjunction with avail able state data.

Thi s anal ysis does not consider the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis nmeasure.

BOARD POSI TI ON

Pendi ng.



